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SUB J : RUMORS OF HIGH-LEVEL CHANGES IN GOP PERSIST: ECONOMIC 
POLICIES CONTINUE UNDER ATTACK 

REF: LIMA 2651, LIMA A-083 

SUMMARY: LIMA IS FULL OF RUMORS OF IMPENDING POLITICAL AND ECONOMIC 
EVENTS INCLUDING CABINET CHANGES. THERE IS SPECULATION THAT MINISTER 
OF ECONOMY BARUA AND PRESIDENT OF CENTRAL BANK SANTISTEVAN, WHO 
WAS CHIEF NEGOTIATOR IN MUCH-CRITICIZED IMF DISCUSSIONS, MUST 
SOON BE REPLACED. ONE RUMOR IS THAT SENIOR GOP GENERALS AND 
JUNTA ARE PRESSURING PRESIDENT MORALES BERMUDEZ TO DUMP ECONOMIC 
TEAM AS PRICE FOR STAYING IN OFFICE. SUBSTANCE OF RUMORS CANNOT 
BE EASILY VERIFIED, BUT THEIR VERY PERSISTENCE SUGGESTS THAT 
GOP IN IN THROES OF INTERNAL DISAGREEMENT CONCERNING ECONOMIC 
POLICIES AND THAT MAJOR ECONOMIC AND POLITICAL POLICY DECISIONS 
ARE DUE. END SUMMARY. 

1 . IN THE WAKE OF RECENT IMF VISIT WITH PRESS REVELATIONS 
ON STIFF IMF DEMANDS (LIMA A-083), LIMA IS ALIVE WITH RUMORS OF 
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CRISES - FINANCIAL, ECONOMIC AND POLITICAL. TOUGH NEW ECONOMIC 
AUSTERITY MEASURES INCLUDING A GASOLINE PRICE HIKE ARE ALMOST 
TAKEN FOR GRANTED BY LIMENOS (SOLDIERS APPEARED OUTSIDE MANY 
SERVICE STATIONS APRIL 19 PERHAPS IN ANTICIPATION OF PANIC GASOLINE 
BUYING). THE LONG-AWAITED AND/OR FEARED LABOR STABILITY LAW, 
CONSIDERED FAVORABLE TO BUSINESS, IS DUE FOR PROMULGATION. A 
NEGATIVE LABOR REACTION SEEMS ASSURED (THE MOSCOW LINE CGTP 
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HAS ALREADY HELD A PROTEST STREET DEMONSTRATION), ALTHOUGH 
THIS LABOR REACTION NEED NOT INCLUDE MAJOR STRIKE ACTION SINCE 
TRADE UNIONS ARE STILL PROMISED A JULY 1 RETURN TO COLLECTIVE 
BARGAINING. 

2. THE IMF CONTROVERSY AND SPATE OF RUMORS OVER POSSIBLE AUSTER- 
ITY MEASURES HAVE LED TO SPECULATION OF AMAJOR GOVERNMENT SHAKE- 
UP. THE IMMINENT RESIGNATION OF FINANCE MINISTER BARUA IS NOW 
TAKEN FOR GRANTED IN SOME QUARTERS, ALTHOUGH AN ARGUMENT COULD 
BE MADE FOR RETAINING HIM THROUGH COMPLETION OF THE IMF 
NEGOTIATIONS. IT SEEMS CERTAIN THAT BARUA AT LEAST AND PERHAPS 
THE ENTIRE ECONOMIC TEAM INCLUDING CENTRAL BANK OFFICIALS MUST 
BECOME THE SCAPEGOAT FOR ECONOMIC DIFFICULTIES. ONE RUMOR IN 
BANKING CIRCLES IS THAT MILITARY CHIEFS MET WITH PRESIDENT 
MORALES BERMUDEZ OVER LAST WEEKEND IN A CONFRONTATION CON- 
CERNING ECONOMIC POLICY (THE ARMY REGIONAL COMMANDERS AND TOP 
GENERALS WERE OSTENSIBLY IN LIMA FOR A HIGHLY-PUBLICIZED 
MILITARY UNITY CEREMONY). MORALES BERMUDEZ IS SAID TO HAVE 
SUBMITTED HIS RESIGNATION. THIS REPORTEDLY WAS NOT ACCEPTED 

BY MILITARY COMMANDERS BUT THEY DEMANDED AS A CONDITION OF NON- 
ACCEPTANCE THE DEPARTURE OF BARUA ALONG WITH A NEW ECONOMIC 
POLICY WHICH WOULD STIMULATE THE ECONOMY AS WELL AS PERMIT 
ADDITIONAL MILITARY PURCHASES. 

3. THAT THE POLITICAL SPECULATION EXTENDS TO THE VERY TENURE OF 
PRESIDENT MORALES BERMUDEZ IS NOT SURPRISING. THE PERIOD OF 
DECISION ON THE PRESIDENTIAL SUCCESSION QUESTION (JANUARY 1978 
IS MORALES BERMUDEZ' MILITARY RETIREMENT DATE) IS NEAR. ONE 
ACCION POPULAR SOURCE TOLD EMBOFF THAT THE PRESIDENT S SON CON- 
CONFIDENTIAL 

CONFIDENTIAL 

PAGE 03 LIMA 03248 212328Z 

SIDERED THE DAYS BEFORE MAY 1 CRUCIAL FOR DETERMINING MORALES 
BERMUDEZ' FUTURE. THE SON ALLEGEDLY STATED THAT MORALES BERMUDEZ 
HAS PERSONALLY CONCLUDED THAT THAT HE SHOULD REMAIN IN OFFICE IN 
ORDER TO ENSURE NATIONAL UNITY IN A PERIOD OF TRANSITION TOWARD 
CIVILIAN RULE. OTHER SENIOR MILITARY OFFICERS MAY OR MAY NOT 
AGREE WITH THAT JUDGEMENT. SEVERAL INCLUDING ARMY CHIEF OF 
STAFF GENERAL PEDRO RICHTER, INTERIOR MINISTER GENERAL LUIS 
CISNEROS, AND MINISTER OF INDUSTRY GENERAL GASTON IBANEZ 
O'BRIEN ARE SAID TO BE AMBITIOUS TO THE POINT OF SEEKING THE 
PRESIDENCY. ONE RECENT RUMOR PRESUMABLY FLOATED BY AN 
INTERESTED PARTY HOLDS THAT MORALES BERMUDEZ, WARY OF THE 
AMBITIOUS RICHTER (NOW FOURTH IN LINE TO THE PRESIDENCY AND 
PERHAPS TO BE NAMED PRIME MINISTER IN JANUARY) ATTEMPTED TO 
NOMINATE RICHTER TO THE INTER-AMERICAN DEFENSE BOARD. 

ACCORDING TO THIS ACCOUNT, RICHTER'S REFUSAL TO BE PUSHED OUT 
OF THE RUNNING FOR POSSIBLE SUCCESSION HAS INCREASED POLITICAL 
TENSIONS WITHIN THE GOP. 

4. THERE IS INCREASING TALK OF MORALES BERMUDEZ' INDECISIVENESS 
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IN THE FACE OF ECONOMIC CRISIS (THIS RESEMBLES CLAIMS THAT HE WAS 
INDECISIVE IN THE PERIOD BEFORE THE JULY 1976 POLITICAL CRISIS). 

HE IS SAID TO BE DRINKING HEAVILY. ALL PERU WITNESSED AN EMOTIONAL 
AND APPARENTLY INEBRIATED MORALES BERMUDEZ ON THE FIELD FOLLOWING 
A RECENT PERUVIAN VICTORY OVER CHILE IN A KEY SOCCER MATHC. A 
WEEKLY NEWS MAGAZINE PUBLISHED A CARICATURE OF MORALES BERMUDEZ 
(IN FOOTBALL JERSEY NOT MILITARY UNIFORM) WITH A LIQUOR BOTTLE 
SUSPENDED OVER HIS HEAD. 

5. IF THE FACT THE GOP PRESIDENT IS BEING SUBJECTED TO PRESSURES 
TO STEP DOWN (PROBABLY ON HIS JANUARY 1978 RETIREMENT DATE 
RATHER THAN NOW) AND IF HE IS CONVINCED OF THE NEED TO 
REMAIN IN OFFICE, THEN MORALES BERMUDEZ CAN BE EXPECTED TO 
EMPLOY HIS NOW GENERALLY ACKNOWLEDGED SKILL IN POLITICAL INTRIGUE. 
WITH A REVOLUTION WHICH HAS LOST ITS REFORMIST RAISON D'ETRE AND 
WHICH IS COMMITTED TO A GRADUAL TRANSITION TOWARDS CIVILIAN 
RULE, THE ARGUMENT THAT PRESIDENTIAL CONTINUITY IS ESSENTIAL FOR 
CONFIDENTIAL 

CONFIDENTIAL 

PAGE 04 LIMA 03248 212328Z 

POLITICAL STABILITY CAN BE A COMPELLING ONE. MORALES BERMUDEZ IS 
PERSONALLY ENGAGED IN A PUBLIC DIALOGUE WITH CIVILIANS AND HE 
RECENTLY ANNOUNCED THAT THIS DIALOGUE WILL INCLUDE POLITICAL 
PARTIES. POLITICALLY DISPARATE GROUPS (FROM APRA TRADE 
UNIONS TO THE PERUVIAN LAWYERS' ASSOCIATION HEADED BY A VELASCO 
ERA PRESIDENT) HAVE CALLED FOR PUBLIC SUPPORT FOR MORALES 
BERMUDEZ IN THE TRANSITION TO CIVILIAN RULE. THIS CIVILIAN 
EXPRESSION OF SUPPORT COULD BENEFIT MORALES BERMUDEZ IN ANY 
INTRA-MILITARY DELIBERATIONS REGARDING HIS PRESIDENTIAL TERM. 

SMITH 
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